


DECISION MAKING

Your organization can become more decisive -
and can implement strategy more quickly —if you know where the
bottlenecks are and who's empowered to break through them.

by Paul Rogers and Marcia Blenko

WHO HAS THE

How Clear Decision Roles Enhance i
Organizational Performance

J["“, ECISIONS ARE THE COIN OF THE REALM IN BUSINESS.
Everjfﬁ success, every mishap, every opportunity seized
or missed is the result of a decision that someone made
br.failed to make. At many companies, decisions routinely
get stuck inside the organization like loose change. But
it’s more than loose change that’s at stake, of course; it’s
the performance of the entire organization. Never mind
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what industry you're in, how big and well known your |
company may be, or how clever your strategy is. If you |
can’t make the right decisions quickly and effectively,and ‘
execute those decisions consistently, your business will |
lose ground. ‘
Indeed, making good decisions and making them hap- '
pen quickly are the hallmarks of high-performing orga- ‘
nizations. When we surveyed executives at 350 global |
companies about their organizational effectiveness, only
15% said that they have an organization that helps the
business outperform competitors. What sets those top |
performers apart is the quality, speed, and execution of
their decision making. The most effective organizations
score well on the major strategic decisions —which mar-
kets to enter or exit, which businesses to buy or sell,
where to allocate capital and talent. But they truly shine

a major capital investment, for example, depend on the
approval of the business unit that will own it, or should
headquarters make the final call?

Function versus function decision making is perhaps
the most common bottleneck. Every manufacturer, for
instance, faces a balancing act between product develop-
ment and marketing during the design of a new product.
Who should decide what? Cross-functional decisions too
often result in ineffective compromise solutions, which
frequently need to be revisited because the right people
were not involved at the outset.

The fourth decision-making bottleneck, inside versus
outside partners, has become familiar with the rise of
outsourcing, joint ventures, strategic alliances, and fran-
chising. In such arrangements, companies need to be
absolutely clear about which decisions can be owned by

A good decision executed quickly beats a brilliant

decision implemented slowly.

when it comes to the critical operating decisions requir- |
ing consistency and speed —how to drive product inno- {
vation, the best way to position brands, how to manage |
channel partners. I

Even in companies respected for their decisiveness, how-
ever, there can be ambiguity over who is accountable for ‘
which decisions. As a result, the entire decision-making
process can stall, usually at one of four bottlenecks: global
versus local, center versus business unit, function versus
function, and inside versus outside partners.

The first of these bottlenecks, global versus local deci-
sion making, can occur in nearly every major business
process and function. Decisions about brand building
and product development frequently get snared here,
when companies wrestle over how much authority local
businesses should have to tailor products for their mar-
kets. Marketing is another classic global versus local
issue —should local markets have the power to determine
pricing and advertising?

The second bottleneck, center versus business unit deci-
sion making, tends to afflict parent companies and their

subsidiaries. Business units are on the front line, close to

the customer; the center sees the big picture, sets broad |
goals, and keeps the organization focused on winning.
Where should the decision-making power lie? Should
Paul Rogers (paul.rogers@bain.com) is a partner with Bain |
& Company in London and leads Bain’s global organiza- ‘
tion practice. Marcia Blenko (marcia. blenko@bain.com) is

a Bain partner in Boston and the leader of Bain's North l

American organization practice. |
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the external partner (usually those about the execution
of strategy) and which must continue to be made inter-
nally (decisions about the strategy itself). In the case of
outsourcing, for instance, brand-name apparel and foot-
wear marketers once assumed that overseas suppliers
could be responsible for decisions about plant employees’
wages and working conditions. Big mistake.

Clearing the Bottlenecks

he most important step in unclogging decision-

making bottlenecks is assigning clear roles and re-

sponsibilities. Good decision makers recognize

which decisions really matter to performance.
They think through who should recommend a particu-
lar path, who needs to agree, who should have input,
who has ultimate responsibility for making the decision,
and who is accountable for follow-through. They make
the process routine. The result: better coordination and
quicker response times.

Companies have devised a number of methods to clar-
ify decision roles and assign responsibilities. We have used
an approach called RAPID, which has evolved over the
years, to help hundreds of companies develop clear decision-
making guidelines. It is, for sure, not a panacea (an inde-
cisive decision maker, for example, can ruin any good sys-
tem), but it’s an important start. The letters in RAPID
stand for the primary roles in any decision-making pro-
cess, although these roles are not performed exactly in
this order: recommend, agree, perform, input, and decide-
the “D” (See the sidebar “A Decision-Making Primer.”)
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- How Clear Decision Roles Enhance Organizational Performance

The people who recommend a course of action are re-
sponsible for making a proposal or offering alternatives.
They need data and analysis to support their recommen-
dations, as well as common sense about what’s reason-
able, practical, and effective.

The people who agree to a recommendation are those
who need to sign off on it before it can move forward. If
they veto a proposal, they must either work with the rec-
ommender to come up with an alternative or elevate
the issue to the person with the D. For decision making
to function smoothly, only a few people should have such
veto power. They may be executives responsible for legal
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or regulatory compliance or the heads of units whose op-
erations will be significantly affected by the decision.
People with input responsibilities are consulted about
the recommendation. Their role is to provide the relevant
facts that are the basis of any good decision: How practi-
cal is the proposal? Can manufacturing accommodate
the design change? Where there’s dissent or contrasting
views, it’s important to get these people to the table at
the right time. The recommender has no obligation to act
on the input he or she receives but is expected to take it
into account - particularly since the people who provide
input are generally among those who must implement
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a decision. Consensus is a worthy goal, but as a decision-
making standard, it can be an obstacle to action or a
recipe for lowest-common-denominator compromise.
A more practical objective is to get everyone involved
to buy in to the decision.

Eventually, one person will decide. The decision maker
is the single point of accountability who must bring the
decision to closure and commit the organization to act
on it. To be strong and effective, the person with the D
needs good business judgment, a grasp of the relevant
trade-offs, a bias for action, and a keen awareness of the
organization that will execute the decision.

The final role in the process involves the people who
will perform the decision. They see to it that the decision
is implemented promptly and effectively. It’s a crucial
role. Very often, a good decision executed quickly beats
a brilliant decision implemented slowly or poorly.

RAPID can be used to help redesign the way an orga-
nization works or to target a single bottleneck. Some com-
panies use the approach for the top ten to 20 decisions,
or just for the CEO and his or her direct reports. Other
companies use it throughout the organization - to im-
prove customer service by clarifying decision roles on
the front line, for instance. When people see an effective
process for making decisions, they spread the word. For
example, after senior managers at a major U.S. retailer

I global clients.

\ decision roles line up with them.

\ needed to

The trick in decision making is to avoid becoming either
mindlessly global or hopelessly local. If decision-making
authority tilts too far toward global executives, local cus-
tomers’ preferences can easily be overlooked, undermin-
ing the efficiency and agility of local operations. But
with too much local authority, a company is likely to miss
out on crucial economies of scale or opportunities with

To strike the right balance, a company must recognize
its most important sources of value and make sure that
This was the challenge
facing Martin Broughton, the former CEO and chairman
of British American Tobacco, the second-largest tobacco
company in the world. In 1993, when Broughton was ap-
pointed chief executive, BAT was losing ground to its
nearest competitor. Broughton knew that the company
take better advantage of its global scale, but
decision roles and responsibilities were at odds with this
goal. Four geographic operating units ran themselves au-

l tonomously, rarely collaborating and sometimes even

competing. Achieving consistency across global brands

proved difficult, and cost synergies across the operating
units were elusive. Industry insiders joked that “there are

[ seven major tobacco companies in the world - and four
l of them are British American Tobacco” Broughton vowed

to change the punch line.

The trick in decision making is to avoid becoming either
mindlessly global or hopelessly local.

used RAPID to sort out a particularly thorny set of corpo-
rate decisions, they promptly built the process into their
own functional organizations.

To see the process in action, let’s look at the way four
companies have worked through their decision-making
bottlenecks.

Global Versus Local

very major company today operates in global mar-

kets, buying raw materials in one place, shipping

them somewhere else, and selling finished products

all over the world. Most are trying simultaneously
to build local presence and expertise, and to achieve econ-
omies of scale. Decision making in this environment is far
from straightforward. Frequently, decisions cut across the
boundaries between global and local managers, and
sometimes across a regional layer
vestments will streamline our supply chain? How far
should we go in standardizing products or tailoring them
for local markets?
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‘ executives.
‘ The first step was to clarify roles

i Previously,
| suppliers and negotiated contracts for all materials.

The chief executive envisioned an organization that
could take advantage of the opportunities a global busi-
ness offers—global brands that could compete with estab-
lished winners such as Altria Group’s Marlboro; global
purchasing of important raw materials, including tobacco;
and more consistency in innovation and customer man-
agement. But Broughton didn’t want the company to lose
its nimbleness and competitive hunger in local markets
by shifting too much decision-making power to global

for the most impor-
tant decisions. Procurement became a proving ground.

each operating unit had identified its own

Under Broughton, a global procurement team was set uf

|_ in headquarters and given authority to choose supplier:

| and negotiate pricing and
in between: What in- |

quality for global materials
including bulk tobacco and certain types of packaging
Regional procurement teams were now given input int¢
| global materials strategies but ultimately had to imple

| ment the team’s decision. As so0n as the global tear
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When we asked, “Who has -t'he_ right to decide which features will be standard?” ;

64 /0 of product developers said, “We do."

When we asked, “Who has the right to decide which colors will be of_far_éd?"

17% o prodﬁ_ct'd'é\:ie_léﬁef_s_ :

Not surprisingly, the new models were delayed.

signed contracts with suppliers, responsibility shifted to
the regional teams, who worked out the details of deliv-
ery and service with the suppliers in their regions. For
materials that did not offer global economies of scale
(mentholated filters for the North American market, for
example), the regional teams retained their decision-
making authority.

As the effort to revamp decision making in procure-
ment gained momentum, the company set out to clarify
roles in all its major decisions. The process wasn’t easy.
A company the size of British American Tobacco has a
huge number of moving parts, and developing a practi-
cal system for making decisions requires sweating lots of
details. What's more, decision-making authority is power,
and people are often reluctant to give it up.

It’s crucial for the people who will live with the new
system to help design it. At BAT, Broughton created work-
ing groups led by people earmarked, implicitly or explic-
itly, for leadership roles in the future. For example, Paul
Adams, who ultimately succeeded Broughton as chief
executive, was asked to lead the group charged with re-
designing decision making for brand and customer man-
agement. At the time, Adams was a regional head within
one of the operating units. With other senior executives,
including some of his own direct reports, Broughton spec-

ified that their role was to provide input, not to veto rec- |

ommendations. Broughton didn’t make the common
mistake of seeking consensus, which is often an obstacle
to action. Instead, he made it clear that the objective was
not deciding whether to change the decision-making pro-
cess but achieving buy in about how to do so as effectively
as possible.

The new decision roles provided the foundation the
company needed to operate successfully on a global basis
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while retaining flexibility at the local level. The focus
and efficiency of its decision making were reflected in
the company’s results: After the decision-making over-
haul, British American Tobacco experienced nearly ten
years of growth well above the levels of its competitors in
sales, profits, and market value. The company has gone
on to have one of the best-performing stocks on the UK
market and has reemerged as a major global player in
the tobacco industry.

Center Versus Business Unit

he first rule for making good decisions is to in-

volve the right people at the right level of the

organization. For BAT, capturing economies of

scale required its global team to appropriate some
decision-making powers from regional divisions. For
many companies, a similar balancing act takes place be-
tween executives at the center and managers in the busi-
ness units. If too many decisions flow to the center, deci-
sion making can grind to a halt. The problem is different
but no less critical if the decisions that are elevated to se-
nior executives are the wrong ones.

Companies often grow into this type of problem. In
small and midsize organizations, a single management
team - sometimes a single leader — effectively handles
every major decision. As a company grows and its opera-
tions become more complex, however, senior executives
can no longer master the details required to make deci-
sions in every business.

A change in management style, often triggered by
the arrival of a new CEO, can create similar tensions. At
a large British retailer, for example, the senior team was
accustomed to the founder making all critical decisions.
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When his successor began seeking consensus on impor-
tant issues, the team was suddenly unsure of its role, and
many decisions stalled. It’s a common scenario, yet most
management teams and boards of directors don’t specify
how decision-making authority should change as the
company does.

A growth opportunity highlighted that issue for Wyeth
(then known as American Home products) in late 2000.
Through organic growth, acquisitions, and partnerships,
Wyeth’s pham'laceutical division had developed three siz-
able businesses: biotech, vaccines, and traditional phar-
maceutical products. Even though each business had its
own market dynamics, operating requirements, and re-
search focus, most important decisions were pushed up
to one group of senior executives. “We were using gener-
alists across all issues;” said Joseph M. Mahady, president
of North American and global businesses for Wyeth Phar-
maceuticals, “It was a signal that we weren’t getting our
best decision making?”

The problem crystallized for Wyeth when managers
in the biotech business saw a vital - but perishable - 0p-
portunity to establish a leading position with Enbrel, a
promising rheumatoid arthritis drug. Competitors were

of the most important cross-functional

the decisions that required the senior team’s input, such
as marketing strategy and manufacturing capacity.

In short order, Wyeth gave authority for many deci-
sions to business unit Managers, Jeaving senior executives
with veto power Over Some of the more sensitive issues
related to Grange Castle. But after that investment deci-
sion was made, the D for many subsequent decisions
about the Enbrel business lay with Cavan Redmond, the
executive vice president and general manager of Wyeth’s
biotech division, and his new management team. Red-
mond gathered input from managers in biotech manu-
facturing, marketing, forecasting, finance, and R&D, and
quickly set up the complex schedules needed to collabo-
rate with Immunex. Responsibility for execution rested
firmly with the business unit, as always. But now Red-
mond, supported by his team, also had authority to make
important decisions.

Grange Castle 1s paying off s0 far. Enbrel is among the
leading brands for rheumatoid arthritis, with sales of
$1.7 billion through the first half of 2005. And Wyeth’s
metabolism for making decisions has increased. Recently,
when the U.S.Food and Drug Administration granted pri-
ority review status to another new drug, Tygacil, because

decisions

are, by their very nature, the most difficult to orchestrate.

working on the same class of drug, so Wyeth needed to
move quickly. This meant expanding production capacity
by building a new plant, which would be located at the
Grange Castle Business park in Dublin, Ireland.

The decision, by any standard, was a complex one.
Once approved by regulators, the facility would be the
biggest biotech plant in the world—and the largest capi-
tal investment Wyeth had ever undertaken. Yet peak de-
mand for the drug was not easy to determine. What’s
more, Wyeth planned to market Enbrel in partnership
with Immunex (now a part of Amgen). In its delibera-
tions about the plant, therefore, Wyeth needed to factor
in the requirements of building up its technical exper-
tise, technology transfer issues, and an uncertain com-
petitive environment.

Input on the decision filtered up slowly through
a gauze of overlapping committees, leaving senior exec-
utives hungry for a more detailed grasp of the issues.
Given the narrow window of opportunity, Wyeth acted
quickly, moving from a first look at the Grange Castle
project to implementation in six months. But in the midst
of this process, Wyeth Pharmaceuticals’ executives saw
the larger issue: The company needed a system that
would push more decisions down to the business units,
where operational knowledge was greatest, and elevate
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of the antibiotic’s efficacy against drug-resistant infec-
tions, Wyeth displayed its new reflexes. To keep Tygacil on
a fast track, the company had to orchestrate 2 host of
critical steps - refining the process technology, lining up
supplies, ensuring quality control, allocating manufactur-
ing capacity. The vital decisions were made one or two lev-
els down in the biotech organization, where the expertise
resided. “Instead of debating whether you can move your
product into my shop, we had the decision systems in
place to run it up and down the business units and move
ahead rapidly with Tygacil,” said Mahady. The drug was
approved by the EDA in June 2005 and moved into vol-
ume production a mere three days later.

Function Versus Function

ecisions that cut across functions are some of the
most important a company faces. Indeed, cross-
functional collaboration has become an axiom of
business, essential for arriving at the best answers
for the company and its customers. But fluid decision
making across functional teams remains a constant chal-
lenge, even for companies known for doing it well, like
Toyota and Dell. For instance, a team that thinks it’s more

| efficient to make a decision without consulting other
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functions may wind up missing out on relevant input or
being overruled by another team that believes -rightly
or wrongly—it should have been included in the process.
Many of the most important cross-functional decisions
are, by their very nature, the most difficult to orchestrate,
and that can string out the process and lead to sparring
between fiefdoms and costly indecision.

The theme here is a lack of clarity about who has the
D. For example, at a global auto manufacturer that was
missing its milestones for rolling out new models - and
was paying the price in falling sales - it turned out that
marketers and product developers were confused about
which function was responsible for making decisions
about standard features and color ranges for new mod-
els. When we asked the marketing team who had the D
about which features should be standard, 83% said the
marketers did. When we posed the same question to
product developers, 64% said the responsibility rested
with them. (See the exhibit “A Recipe for a Decision-
Making Bottleneck.”)

The practical difficulty of connecting functions through
smooth decision making crops up frequently at retailers.
John Lewis, the leading department store chain in the
United Kingdom, might reasonably expect to overcome
this sort of challenge more readily than other retailers.
Spedan Lewis, who built the business in the early twenti-
eth century, was a pioneer in employee ownership. A
strong connection between managers and employees
permeated every aspect of the store’s operations and re-
mained vital to the company as it grew into the largest
employee-owned business in the United Kingdom, with

59,600 employees and more than £5 billion in revenues |

in 2004.

Even at John Lewis, however, with its heritage of coop-
eration and teamwork, cross-functional decision making
can be hard to sustain. Take salt and pepper mills, for in-
stance. John Lewis, which prides itself on having great se-
lection, stocked nearly 50 SKUs of salt and pepper mills,
while most competitors stocked around 20. The com-
pany’s buyers saw an opportunity to increase sales and re-
duce complexity by offering a smaller number of popular
and well-chosen products in each price point and style.

When John Lewis launched the new range, sales fell.
This made no sense to the buyers until they visited the
stores and saw how the merchandise was displayed. The
buyers had made their decision without fully involving
the sales staff, who therefore did not understand the strat-

egy behind the new selection. As a result, the sellers had
cut shelf space in half to match the reduction in range,
rather than devoting the same amount of shelf space to
stocking more of each product.

To fix the communication problem, John Lewis needed
to clarify decision roles. The buyers were given the D on
how much space to allocate to each product category. If
the space allocation didn’t make sense to the sales staff,
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however, they had the authority to raise their concerns
and force a new round of negotiations. They also had re-
sponsibility for implementing product layouts in the
stores. When the communication was sorted out and shelf
space was restored, sales of the salt and pepper mills
climbed well above original levels.

Crafting a decision-making process that connected
the buying and selling functions for salt and pepper mills
was relatively easy; rolling it out across the entire busi-
ness was more challenging. Salt and pepper mills are just
one of several hundred product categories for John Lewis.
This element of scale is one reason why cross-functional
bottlenecks are not easy to unclog. Different functions
have different incentives and goals, which are often in
conflict. When it comes down to a struggle between
two functions, there may be good reasons to locate the D
in either place —buying or selling, marketing or product
development.

Here, as elsewhere, someone needs to think objectively
about where value is created and assign decision roles
accordingly. Eliminating cross-functional bottlenecks
actually has less to do with shifting decision-making re-
sponsibilities between departments and more to do with
ensuring that the people with relevant information are
allowed to share it. The decision maker is important, of
course, but more important is designing a system that
aligns decision making and makes it routine.

Inside Versus Qutside Partners

ecision making within an organization is hard

enough. Trying to make decisions between sepa-

rate organizations on different continents adds

layers of complexity that can scuttle the best strat-
egy. Companies that outsource capabilities in pursuit of
cost and quality advantages face this very challenge.
Which decisions should be made internally? Which can
be delegated to outsourcing partners?

These questions are also relevant for strategic part-
ners—a global bank working with an IT contractor on a
systems development project, for example, or a media
company that acquires content from a studio - and for
companies conducting part of their business through
franchisees. There is no right answer to who should have
the power to decide what. But the wrong approach is to
assume that contractual arrangements can provide the
answer.

An outdoor-equipment company based in the United
States discovered this recently when it decided to scale up
production of gas patio heaters for the lower end of the
market. The company had some success manufacturing
high-end products in China. But with the advent of super-
discounters like Wal-Mart, Target, and Home Depot, the
company realized it needed to move more of its produc-
tion overseas to feed these retailers with lower-cost offer-
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e Weré_'_thﬁy_.-fna'de-With appropriate speed?

3. Were they executed well?
4, W_e_re the right people involved, in the right way? -

5. Was it clear for each decision
v who would recommend a solution? -
- who would provide input? ol
~ +who had the final say? s

" \\who would be responsible for following through?

6. Were the decision roles, process, and time frame

_respected?
7 Were the decisions based on appropriate Facts_? :

8. To the extent that there were divergent facts or
opinions, was it clear who had the D?

: 9. Were the decision makers at the appropriate Ievi?t :
Jinthe company?

10. Did the arganization’s measures and incentives
encourage the people involved to make the right
decisions?

ings. The timetable left little margin for error: The com-
pany started tooling up factories in April and June of
2004, hoping to be ready for the Christmas season.

Right away, there were problems. Although the Chi-
nese manufacturing partners understood costs, they had
little idea what American consumers wanted. When ex-
pensive designs arrived from the head office in the United
States, Chinese plant managers made compromises to
meet contracted cost targets. They used a lower grade
material, which discolored. They placed the power switch
in a spot that was inconvenient for the user but easier
to build. Instead of making certain parts from a single
casting, they welded materials together, which looked
terrible.
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. To fix these problems, the U.S. executives had to draw
clear lines around which decisions should be made on
which side of the ocean. The company broke down the
design and manufacturing process into five steps and an-
alyzed how decisions were made at each step. The com-
pany was also much more explicit about what the manu-
facturing specs would include and what the manufacturer
was expected to do with them. The objective was not sim-
ply to clarify decision roles but to make sure those roles
corresponded directly to the sources of value in the busi-
ness. If a decision would affect the look and feel of the fin-
ished product, headquarters would have to sign off on it.
But if a decision would not affect the customer’s experi-
ence, it could be made in China. If, for example, Chinese
engineers found a less expensive material that didn’t com-
promise the product’s look, feel, and functionality, they
could make that change on their own.

To help with the transition to this system, the com-
pany put a team of engineers on-site in China to ensure
a smooth handoff of the specs and to make decisions on
issues that would become complex and time-consuming
if elevated to the home office. Marketing executives in
the home office insisted that it should take a customer
ten minutes and no more than six steps to assemble the
product at home. The company’s engineers in China,
along with the Chinese manufacturing team, had input
into this assembly requirement and were responsible
for execution. But the D resided with headquarters, and

the requirement became a major design factor. Deci-
sions about logistics, however, became the province of
the engineering team in China: It would figure out how
to package the heaters so that one-third more boxes
would fit into a container, which reduced shipping costs
substantially.

If managers suddenly realize that they're spending less
time sitting through meetings wondering why they are
there, that’s an early signal that companies have become
better at making decisions. When meetings start with a
common understanding about who is responsible for pro-
viding valuable input and who has the D, an organiza-
tion’s decision-making metabolism will get a boost.

No single lever turns a decision-challenged organiza-
tion into a decision-driven one, of course, and no blue-
print can provide for all the contingencies and business
shifts a company is bound to encounter. The most success-
ful companies use simple tools that help them recognize
potential bottlenecks and think through decision roles
and responsibilities with each change in the business en-
vironment. That’s difficult to do-and even more difficult
for competitors to copy. But by taking some very practical
steps, any company can become more effective, begin-
ning with its next decision.

Reprint ROGOID; HBR OnPoint 3021
To order, see page 135.

“Here’s the due diligence report. The CEO wants your decision ASAP”

JANUARY 2006

61




